Malaysia as a low-cost wooden furniture production hub has attracted substantial foreign direct investment (FDI) over the last two decades. However, globalization of the worldwide furniture industry has increased the competitive pressure from newly emerging furniture-producing nations, especially Vietnam, which has displaced Malaysia as the largest exporter of furniture in the South East Asian region. Based on this state of facts a study was undertaken to analyze the FDI trends in the Malaysian furniture industry from 1986 to 2005, using secondary published data and questionnaire based survey. The results were compared against the characteristics of FDI in Vietnam. The results of the study point out that although Malaysia offered greater political stability, better infrastructure, amenities, industrial-relation practices, a more stable exchange rate and greater adoption of environmental-friendly practices; the lower production cost and favorable investment policy appear to be the strengths of Vietnam in attracting foreign direct investments. Therefore, Malaysian policy-makers need to formulate policies based on creativity and innovation that would pave the way for the manufacture of higher added-value products that would ensure the continued attractiveness of Malaysia as a furniture FDI destination. Investissement étranger direct (FDI), valeur ajoutée et pratiques sensibles à l'environnement dans la création de meubles en bois: le cas de la Malaisie et du Vietnam
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INTRODUCTION
Furniture and fixtures are the biggest sub-sector in the Malaysian wood-based industry, contributing USD 1.7 billion in exports earnings in 2004, which accounted for 27.7 % of the total export earnings of the wood products sector (Anon. 2005) . Despite starting off humbly as a cottage industry, and contributing less than 2 % to export trade in the 1980s, the furniture industry has emerged as the fastest growing export sector in the Malaysian wood-based industry in recent years, with more than 3000 manufacturing enterprises. Despite its tremendous growth, the Malaysian furniture industry is under increasing competition from other cheaper furniture producing nations, such as China and Vietnam that enjoy greater comparative advantages. In fact, the rapid growth of the furniture industry in Vietnam is a matter of interest, as it has displaced Malaysia as the leading furniture exporter in the South East Asian region. Although investments into new product development and marketing activities could starve-off the competitive pressure, the under-capitalized Malaysian furniture manufacturers have had limited success with such a strategy (Ratnasingam 2003) . On the other hand, foreign firms in the furniture industry are often better off in undertaking such creative and innovative activities, in order to ensure their continued success in the export market (Ratnasingam and Ioras 2003) . Therefore, foreign direct investment (FDI) in the Malaysian is important to ensure greater added-value furniture production, and the continued growth of the furniture industry in the country.
The First and Second Industrial Master Plans, coupled with the Promotion of Investment Act (1986) and the Income Tax Act (Amended 1987) provided fiscal and nonfiscal incentives in ensuring the continued attractiveness of Malaysia as a FDI destination (Ratnasingam 2002) . However, such incentives provision could be duplicated by other nations as demonstrated by Vietnam, which has emerged as the strongest competitor to Malaysia for furniture FDI in recent years (Ratnasingam 2003) .
During the past decade, the Vietnamese furniture sector has undergone a fast development and a substantial market expansion has resulted in gained grounds on both Asian and overseas markets. The Vietnamese furniture industry is characterized by an increasing inflow of foreign investment and capital which has led to a rapid expansion of existing companies; this is a development that is expected to continue. The most significant inputs used in Vietnam's furniture industry are log, timber, and other wood-based materials. The Government has decided to utilize 300 000 m 3 of timber per year to satisfy domestic needs and for manufacturing of wooden handicraft for export (Service of Trade, 2005) . Vietnam's sources of wood material are however scarce in relation to its demand and consequently, the majority of wood materials for export furniture have to be imported. The total import of logs, timber and industrial wood amounted to USD 246 million in 2002 and almost USD 250 million the following year. In addition, Vietnam has in recent years begun to import wood materials from countries outside Asia, such as New Zealand, South Africa, Sweden, USA and Canada (ibid.).
Vietnamese furniture is exported to over 120 countries all over the world of which Japan (7.3 % of the country's total furniture import); the EU (0.2 % of the union's total furniture import) and USA (0.3 % of the country's total furniture import) are among the major importers (Service of Trade, 2005) . Vietnam has a long tradition of furniture making, although not on such a large scale as during the past decade. Low labor costs have enabled low prices for customers and the geographically advantageous country is politically stable compared to many others in the region; the Vietnamese market is thus an attractive target for foreign investments (ibid.). However, Vietnam's furniture industry is also facing many challenges; its material shortage is getting worse, its share of global furniture market remains modest and the country has little design expertise. More importantly, many businesses are relatively small in size and relatively weak financially. The lack of capital for investments severely affects domestic companies' capacity to grow, as well as their actual rate of growth (Undén 2007) .
Although the general effects of FDI on industrial sectors are well documented (UNCTAD 1999 , Dunning 2002 , Sass 2003 , the contribution of FDI towards the Malaysian furniture industry has not been investigated (Ratnasingam 2000) . With escalating competition to attract FDI, information on the characteristics of furniture FDI in Malaysia and her regional competitors, especially Vietnam, is seen as useful information for policy-makers (Saas 2003 , Anon. 2005 . Further, the determinants that influence the inflow of FDI must also be established (Nunnenkamp 2002) , to formulate the necessary policies to ensure the continued attractiveness of Malaysia for furniture FDI. Therefore, a study was undertaken to compare the characteristics and role of FDI in the Malaysian and Vietnamese furniture industry from 1986 to 2005. Further, the study also identified the factors that influenced FDI inflow and value-adding activities in both countries. Such a comparison, will contribute towards a better understanding of the competitive position of Malaysia, with regards to furniture manufacturing, which has emerged as an important socioeconomic sector in the country. This in turn would help policy makers formulate policies that could ensure the continued attractiveness 465
Towards decentralization and privatization of China's collective forestlands
Malasia ofrecía una mayor estabilidad política, una infraestructura más consolidada, mejores servicios públicos y prácticas en cuanto a las relaciones industriales, una tasa de cambio más estable y una adopción más generalizada de prácticas ecológicas, el coste de producción más bajo y la política de inversión más favorable parecen ser los puntos fuertes de Vietnam para atraer las inversiones extranjeras directas. Los responsables de formular políticas de Malasia deben por eso idear políticas basadas en la creatividad y la innovación que prepararían el terreno para la fabricación de productos de mayor valor añadido, que a su vez asegurarían el éxito continuado de Malasia como destino de IED en el sector mobiliario.
of Malaysia as the preferred destination for furniture FDI within the South East Asian region. Further, this study will also contribute towards the body of evidence on FDI and the implementation of environmental-friendly practices in the furniture manufacturing sector.
NATURE OF FOREIGN DIRECT INVESTMENT (FDI)
FDI is a type of international investment, which includes an element of control over management policy and decisions. The flow of FDI is determined by the costs and benefits for the investing country (the source of the investment) and the host country (the recipient or the destination of the investment). In fact, the investing country and host country gains welfare by means of FDI, especially through technology-transfer as well as spill-over effects of economic activities to domestic firms (Pessoa 2007) . Although, many theories on the flow and impact of FDI have been proposed and a thorough review is provided by Hoi (2008) , the cost-benefit implications of FDI have always been the primary concern, especially in factor-input dependent industries, such as furniture manufacturing. The theory of FDI explains why a firm becomes an MNC using the OLI (ownership, location and internalization) paradigm (Pessoa 2007) . Given that indigenous firms certainly have superior knowledge of the local market, consumer preferences, and business practices, the MNC candidate must enjoy three compensating advantages: i) it must possess ownership of some firm-specific tangible or intangible asset or skill that gives it a benefit over other firms (ownership advantage), otherwise, it would not be able to overcome the additional costs of foreign production such as the costs of dealing with foreign administrations, regulatory and tax systems, and customer preferences, and would become non-competitive in comparison with indigenous firms; ii) it must be more profitable to use these advantages in combination with at least some factor inputs located abroad (locational advantage) if not, the foreign market could be served exclusively through exports; iii) it must be more beneficial for the firm to use or exploit the firm-specific asset itself than to sell them or lease and license them to other firms for example, the firm specific asset might be a brand name or a non-patentable managerial skill or process, which the firm might find in its interest to keep internally instead of licensing (internalization) in order to prevent the asset from being replicated by competitors.
Economic and socio-political effects categorize the impact of FDI on host countries. FDI change the structure of the market by forming more competitive or more monopolistic environments. Generally, FDI leads to more competitive economic environment (Petrochilos 1989) . This is because foreign subsidiaries are always backed up by strong parents and compete effectively with local elements. Hence, by decreasing local economy distortions, FDI can improve the allocation of resources in the host country.
According to Lall (1978 Lall ( , 1979 , FDI has a tendency to increase levels of manufacturing industries in the developing countries due to the improvement in the resources allocation for the host countries. Lall and Streeten (1977) argue that FDI may encourage a very high degree of oligopolistic concentration, imposing diminished price competition. Although in the short run FDI reduces concentration level, its effect tends to raise the concentration level in the long run.
FDI affects positively product market competition substituting for domestic firms, and leads to linkage effects, which are complementary (Markusen and Venables 1997) . FDI is also known to act as a catalyst, leading to the development of local industry. Moosa (2002) emphasize that this analysis fits well some of the case study literature on South East Asian economies (i.e. Malaysia). The study explains the structure of the industries due to the FDI, which encourages the creation of a more competitive environment, or conversely discourages the monopolistic and/ or oligopolistic elements in the host economy.
In the study of FDI by Bende-Nabende (2002), it was concluded that FDI based on regional integration creates trade of goods and services and allocates economies of scale: consequently, the more FDI the more is the level of competition. Amess and Roberts (2006) examined the determinants that changes industrial concentration, in particular, the relative effects of foreign and state ownership, which have a significant impact on industry concentration. On the other hand, the minimum efficient scale is found to be the only factor to impact on industry concentration.
The determinants for FDI competition are defined by variables such as scale economies, competing exports and imports, capital intensity, foreign investment as well as vertical integration. Through FDI relatively large size firms are found to have a significant impact on shifts in markets (Elmas and Degirmen 2009 ).
EFFECTS AND INSTABILITY OF FDI
The foreign exchange effects of FDI are often simplistically assumed to be positive. In actual fact, the foreign exchange effects are some time much more negative than what emerges from an idealized view of FDI. The positive effects arise only where new productive capacity is created in the export sector or in very strongly import-substituting sectors.
If the FDI takes the form of purchase of existing capacity, even in the export sector, it will have a negative foreign exchange effect even if export production goes up, unless the productivity of capital increases enough to offset the other increased foreign exchange costs.
At lower levels of import substitution, the effects of greenfield FDI in new capacity are much more ambiguous and may be negative.
It is misleading to always assume that FDI necessarily contributes to increased employment. In fact, the employment effect will depend on a whole range of variables, including: the balance between greenfield FDI and the purchase of existing assets; the labor intensity of new productive capacities or new organizational techniques; the extent to which FDI-based production substitutes for existing production and their relative labor intensities, and so on. In general, therefore, it is not the case that FDI creates much more net employment unless it is really very large in scale and heavily involved in greenfield activities, and even in such cases it need not be more employment-intensive.
Large-scale flows of FDI also have effects on other domestic economic policies. To begin with, reliance on such flows imposes severe constraints on domestic government policy because of the fear of withdrawal, and of course the potential impact of disinvestment increases as the FDI stock grows. Further, FDI is embodied in the presence of multinational corporations (MNCs) which tend to be large and powerful lobbies for domestic policies.
And then, of course, the very competition to attract more FDI by governments with over-optimistic expectations regarding such investment means that all sorts of concessions are offered which may turn out to be very expensive for the economy in the medium or long term. Such FDI promotion tends to focus heavily on the demand side, in terms of requirements imposed on host countries through changing their own policies in order to make themselves more attractive. Such unilateral concessions are increasingly sought to be entrenched through international agreements.
Much of the over-optimism surrounding foreign investment stems from a tendency to look at the host country in isolation from the developing world as a whole. But in fact there are strong negative spillover effects on other developing countries, which may outweigh whatever limited gains actually do accrue to the host country.
The 1990s boom in FDI to developing countries had the elements of a temporary surge similar to those affecting the market for equity (or portfolio) investment. While deregulation of foreign investment across the developing world has played a role, this has probably been less significant than the large-scale privatization programmes which have been a major source of both FDI and portfolio investment, and the debt-equity conversions which were especially common in Latin America. Further, some flight capital may re-enter the country as FDI. Some estimates suggest that this has been significant, for example, in China.
All these are clearly short lived or temporary forces. Even the globalization of production can be seen as a finite conversion process, albeit one which is more prolonged and complex. But it is important to note that all these features make FDI, along with portfolio investment, strongly procyclical in nature.
Even worse, FDI can contribute to the underlying fragility of an economy and make it more susceptible to balance-of-payments crises. There are several ways in which this can happen. First, as rapidly growing stocks of inward FDI generate similarly growing profits which form part of the foreign exchange outflow. Second, when FDI fuels an increase in imports, such as capital goods for investment projects and other such payments. Third, because current foreign exchange costs of MNCs typically exceed the foreign exchange they tend to earn through exports or import substitution. Fourth, through the role played by foreign affiliates, including those involved in retailing, in changing patterns of consumption through advertising and brand promotion.
For these and other reasons, FDI can contribute to large current account deficits, which tend to precede financial crises. They can also add both to the economic shocks preceding crises and to the process of contagion.
The fire-sale of domestic productive assets to foreign companies, which often accompanies attempts to come out of such financial crises, may initially limit the reduction of FDI to the affected countries, as indeed happened in South Korea. But this occurs at a high long-term cost, in terms of the build-up of more FDI stock and further adverse balanceof-payments effects.
Once again, the case of Argentina over the past two decades provides a stark if telling example. Indeed, it is almost as if this script were written for Argentina, in terms of the pattern of sale of public assets to foreign multinational companies in the early 1990s, followed by very adverse balance-of-payments effects which contributed in turn to the external debt build-up which precipitated the most recent crisis (Hoi 2008) .
This more pessimistic -and more realistic -view of the impact of FDI provides a very different angle on the substantial and rapidly increasing stocks of inward FDI in a number of developing countries. The latest round of crises in emerging markets has perversely operated to strengthen both the positive attitude to FDI and efforts to promote it. But in the new climate, in which developing-country markets are seen as riskier and international investors are becoming more risk-averse, efforts to attract more FDI will involve even more concessions on the terms of such investment. The result will be to accelerate the build-up of liabilities without a commensurate effect on the now seriously limited capacity of national economies to bear them.
METHODOLOGY
The study focused on export-oriented furniture manufacturers, who were foreign-owned (i.e. companies in which 55% of the equity was foreign-owned). Efforts were made to ensure that the study was based on factories of comparable characteristics from both countries (i.e. minimum of USD 2.5 million in investment, with more than 250 workers). The study was carried out in two parts. The first part examined the published secondary data on the characteristics of furniture FDI in Malaysian using the annual time series investment and manufacturing sector data from 1886-2005, which were collected from the Malaysian Industrial Development Authority (MIDA), Department of Statistics Malaysia (DOS) and Malaysian Timber Industry Board (MTIB). The corresponding data for Vietnam were obtained from the Vietnamese Furniture Manufacturers Association (VFMA) and Statistical Office in Hanoi, Vietnam. The second part involved a questionnaire-based survey of 50 foreign furniture firms operating in Malaysia and Vietnam, to determine the factors influencing FDI inflow. The 50 firms, who had agreed to participate in the survey, were selected from the total of 76 and 142 foreignfirms operating in Malaysia and Vietnam, respectively. A structured-questionnaire was designed to establish the country-specific advantages as a location for furniture FDI, and had four parts: (1) factors influencing FDI inflow into the Malaysian furniture industry, (2) attractiveness of Malaysia as a destination for FDI, (3) weakness and limitations of Malaysia as an investment centre for furniture manufacturing compared to Vietnam, and (4) the extent of adoption of environmental-friendly manufacturing practices in the firms. The questionnaire used was structured in accordance with the study on the Malaysian manufacturing sector by Ratnasingam (2002) and after discussions with industrial experts. Ratio analysis was used to describe the comparative trends between Malaysia and Vietnam, a technique used widely for evaluating comparative industrial performance in different countries based on published statistics (Ratnasingam 2006) . The problem of lack of complete statistics on the furniture manufacturing sector does not allow in depth economic analysis to be carried out, and hence, encourages the use of ratio analysis, which enables the examination of trends. Descriptive statistical analysis such as percentage, mean and rank order analysis were used to evaluate the characteristics and factors affecting FDI inflow into the Malaysian furniture industry, in comparison to Vietnam.
RESULTS AND DISCUSSION
The results of this study are presented in five parts.
Characteristics of FDI in the Malaysian and Vietnam Furniture Industry
From the total of 661 approved furniture projects in Malaysia during the study period, all projects were realized as foreign investments. From this total, foreign investors accounted for 52% of the projects, reflecting the attractiveness of Malaysia as a furniture-manufacturing site (Table 1) .
It must be emphasized that the implementation of the First (1986 First ( -1995 and Second (1996 Second ( -2005 Industrial Master Plans intensified the interests of foreign investors in the Malaysian furniture industry. This was attested by the fact that even during the economic crisis (1997/98), Malaysia remained a strong contender for FDI, with no significant reversal in attitudes among foreign investors (Rahmah and Ishak 2003) .
On the other hand, Vietnam has more than 2,000 furniture manufacturers, with around 15% export-focused. There are over 1,200 wood processing and manufacturing factories with capacity of around 2 million m 3 logs a year in Vietnam at the present moment. Of this figure, 374 are stateowned factory sharing 31% processing capacity. While there are 142 foreign-owned furniture factories, the remainder is privately-owned enterprises. The main manufacturers for export are concentrated in two geographical clusters: Ho Chi Minh and Central Plato region. These are factories typically with 1,000 or more workers. There are more than 50 FDI factories with a total registered capital of about USD 130 million (Undén 2007) , although
The ownership structure in the Malaysian furniture industry had however changed during the study period (Table 1 ). The foreign share of capital inflow into the Malaysian furniture industry grew at 5 % per annum, while domestic investment grew by almost 8 % annually. Hence, domestic investments equaled the foreign investments in the furniture industry, implying minimal competition between foreign and local furniture firms in the Malaysian furniture industry, as the former are usually export-oriented, while the latter are geared towards the local market. In fact, none of the foreign-owned furniture factories catered for the domestic market, as being solely in the export business entitled them to enjoy the incentives provided by the government. On the other hand, the easy-access to finance and low-entry barrier imposed to encourage domestic investments, has lead to a rapid expansion of domestic investments into the furniture industry. In this context, the rapid expansion in furniture production capacity in Malaysia is driven primarily by the cumulative investments, as suggested by Ratnasingam and Ioras (2003) .
However, the concentration of domestic investments toward the local furniture market has created an unfavorable 'crowding out' effect, which results in relentless competitive pressure. This overcrowding effect has contributed to the large supply elasticity and low price-points for furniture in the domestic market, as most of these entrepreneurs produced copies of 'commodity-type' furniture of established themes driven primarily by low-price points, These figures include all furniture projects, although in this study only foreign-companies with an investment of more than USD 2.5 million, with more than 250 workers were considered. Figures in parentheses represent which does not enhance the value-addition activities within the industry (Ratnasingam 2003) . Further, the opportunities created directly or indirectly by the FDI to explore the large international market remain untapped due to over indulgence of local investors into the domestic market (Ariff 1990 ). The share of foreign equity had reduced from 66 % during 1986 -1995 to 36 % during 1996 -2004, as shown in Table 2 . The reducing trend in foreign equity does not augur well for the Malaysian furniture industry, as it implies a reduced attractiveness of the country to FDI. The increasing labor cost and uncertainty over raw materials supply were the apparent reasons for the reducing trend in foreign equity (Ratnasingam 2003) . In order to reverse this trend, Malaysia had allowed 100 % foreign equity holdings in all investments from June 2003 (MIDA 2005) , but its effects on the inflow of FDI remain to be seen (Ratnasingam 2006) . Over a decade ago Taiwan had a thriving furniture industry exporting more than USD 1 billion dollars annually. As labor costs began to swell and a shortage of workers developed, Taiwanese manufacturers began looking offshore to Vietnam to find a suitable manufacturing environment. Nowadays Taiwanese entrepreneurs build or expand large factories in Vietnam, especially around Ho Chi Minh City, as they gear up to compete head-to-head with the Chinese in resolute determination to export to U.S. and European markets. Some of the Taiwanese factory owners and managers have more than 30 years experience making furniture in Taiwan, and some of these have been in Vietnam for five years. During this time the factories have grown from small ones with a few hundred workers to large ones. Indeed, the Vietnamese factories today are not like the small shops that are found in many developing countries but typically have 800 to more than 2,000 workers each. In fact, during 1996 -2004, furniture FDI in Vietnam increased rapidly, to reflect the growing interests of foreign furniture manufacturers to tap the favorable business climate available, as a result of the preferred-trading nation status accorded to Vietnam by the USA and EU (Ratnasingam 2003) .
The foreign stake in fixed assets in the Malaysian furniture industry amounted to USD 0.35 billion, or 34 % of the total investment in the sector. This fact shows that contrary to common belief, the domestic investors have acquired more fixed assets in the Malaysian furniture manufacturing industry. On the other hand, the study shows that foreign firms are more labor intensive, compared to domestic firms. From the total employment of 92,473 during the study period, foreign firms accounted for 50,219 of the workforce, while domestic firms employed the balance of the workforce. The results from this study concur with the MTC (1998) survey and Ratnasingam (2002) that revealed that FDI prefer to hire low cost foreign contract-workers, in order to remain low cost furniture producers. This point is further reaffirmed by the fact that the capital to labor ratio for domestic firms is higher than that for foreign firms (Table 3) . The results also imply that incremental production inputs has been the main driving force for the rapid growth of the Malaysian furniture industry during the study period. Hence, this study provides evidence in support of the argument that the growth of the Malaysian furniture industry has been primarily due to incremental capital inputs, rather than actual productivity gains (Ratnasingam and Ioras 2003) . On the other hand, the furniture FDI in Vietnam showed an opposite trend, suggesting that although labor cost was much more competitive, the use of technology was not compromised, as reported by Ratnasingam (2006) . Therefore, furniture FDI in Vietnam are more capitalintensive, rather than labor-intensive, which also explains the rapid increase in export contribution arising from the higher degree of mechanization. Figure 1 shows that Taiwan, Singapore, Japan, USA, Korea and Australia were the major sources of FDI in the Malaysian furniture industry. The predominance of Taiwan as a source of FDI in the Malaysian furniture industry was obvious, since the implementation of the First Industrial Master Plan (1985 -1996) . The Taiwanese furniture sector, which has been highly dependent on Malaysian raw materials until then, was forced to relocate their manufacturing bases to the shores of Malaysia to cope with reduced availability of raw materials from Malaysia. Since then Taiwan has emerged the leading foreign investor in the furniture industry and in 2004, Taiwanese investments accounted for more than half of total approved investments. In essence, the East Asian region was the major source of FDI in the Malaysian furniture industry (accounting for 60 % of total FDI) followed by the American, European Union, Oceana/Pacific and other regions, respectively throughout the study period. Vietnam currently has some 2,000 furniture processing enterprises, 800 of which are mainly small to medium size companies, with 142 of these being Foreign Direct Invested (FDI) companies. These companies typically come from other countries in the region, e.g. Singapore and Taiwan. However, there are also big Scandinavian companies active on the Vietnamese market. Among these are Scancom, IKEA, and ScanAsia. In total, USD 185 million of foreign capital is invested in the Vietnamese wood processing industry. Foreign investments have made it possible technologically to modernize manufacture, on the one side, and on the other side, they bring access to new markets (GIC 2006) . Although the sources of furniture FDI into Vietnam was similar to that of Malaysia, with Taiwan, Singapore and Japan being the major sources of investments, in recent years South Korea and Malaysia, have also increased their inward investments into Vietnam (Ratnasingam 2006) . However, it must be emphasized that the apparent surge in FDI into Vietnam, particularly during 1996 -2005 has been driven by the preferred trading status accorded to the country by the USA and EU, which allowed Vietnamese, exports an easier access into these market. The comparative advantages arising from the lower labour cost, coupled with favourable market conditions have contributed to the increased attractiveness of Vietnam to FDI.
Factors Influencing FDI Inflows into the Malaysian and Vietnamese Furniture Industry
The results from this study revealed several factors that influence FDI inflow into the Malaysian furniture industry. These factors, ranked in the order of importance are: (i) favorable business environment, (ii) low cost factor inputs, (iii) political stability, (iv) good infrastructure and amenities, (v) peaceful industrial relations, (vi) efficient financial sector, (vii) favorable market condition and (viii) stable exchange rate. However, political and financial stability of the country was considered as the most attractive factor by foreign investors, followed by the availability of good infrastructure and favorable business environment (Table 4 ). In the case of Vietnam however, the low cost factor inputs, favorable market conditions, trade and tariff protection have also contributed to an apparently much favorable business environment to furniture FDI. Although, Vietnam ranks lower in terms of the other factors compared to Malaysia, the advantages derived from low-cost inputs and favorable market conditions is able to off-set the limitations imposed by the other factors.
Hsieh ( Once the multinationals have decided to locate their production facility in a particular country, the investing firm faces the question of where to locate its production plant. Here, the location-specific characteristics of particular regions and policy will play an important role. In general, the findings from studies on the distribution of FDI in Vietnam and Malaysia are quite consistent with studies for other countries. Common factors such are the market potential, labor factors and infrastructure is found to be important determinants of FDI location (Nguyen and Nguyen 2007) .
On the other hand, the inefficient local governments were rated as the major weakness in Malaysia by foreign investors, while the escalating cost of labor and uncertainty in the supply of raw material were also of growing concern. On the contrary, the advantages derived from the low-cost factor inputs and favorable business environment in Vietnam outweighs the other determinants of FDI inflow in Malaysia. This is parallel with the findings of Ratnasingam (2002 Ratnasingam ( , 2006 , who showed that the competitive advantage of the furniture manufacturing industry is often derived from its overall lower production cost, especially in the commoditytype furniture segments, as in the case of Malaysia and Vietnam.
Added Value in the Malaysian and Vietnamese Furniture Industry
The added value in the Malaysian furniture industry showed an increasing trend throughout the study period, although at a reducing rate (Table 5) . On the other hand, the extent of value-addition in the Vietnamese furniture industry increased over the years, as the export-oriented foreign furniture manufacturers were focused on producing greater added-value furniture through aggressive product development and marketing activities (Ratnasingam 2006 ). It appears that foreign furniture firms used Malaysia as a production hub for low and medium end products, while Vietnam was involved primarily in the production of higher value-added products, as a result of its lower cost of production factors. This is evident from the fact that the Vietnamese furniture industry recorded a higher rate of growth in the value-added per employee index (Table 5 ). The fact that the workforce in Vietnam is able to undertake more intricate task, such as carving, in-laying, etc. contributes to the greater added-value furniture produced in Vietnam (Ratnasingam 2006) . On the other hand, the extensive use of foreign-contract workers in the Malaysian has sacrificed skills development, while eroding the value-addition per employee (Ratnasingam 2006) . Owing to the higher capacity to add-value among foreign furniture manufacturers in Vietnam, policy-makers in Malaysia must reevaluate the foreign-workers employment policy in order to encourage skill-retention through the employment of the stable, local workforce (Ratnasingam,2006) . Further, there is a need to foster greater collaboration among FDI and domestic furniture manufacturers, in order to ensure that the domestic manufacturers move along the value-chain progressively. The study revealed that FDI in the Malaysian furniture industry were more adept to environmental-friendly manufacturing practices compared to their counterparts in Vietnam (Table  6 ). This is most likely due to the different market demand and environmental regulations in the respective countries (Ratnasingam 2006) . It has been noted that Malaysia exports a significant proportion of its furniture to countries where environmental consciousness were relatively higher, as in the case of Western Europe (Ratnasingam 2006) . Although the adoption of the ISO 14000 environmental management system (EMS) was relatively low among both Malaysian and Vietnamese furniture manufacturers, this study reaffirms the fact that the furniture industry in Malaysia appears to be more akin to the use of environmental-friendly materials in the furniture manufactured compared to their counterparts in Vietnam. Available industrial reports suggest that until Vietnam tightens it's environmental as well as the health and safety regulations, the furniture manufactured in the country will remain categorically in the market segments that does not require 'green products' (Ratnasingam 2006) .
Practices

IMPLICATIONS FOR POLICY MAKERS
This study provides an insight into the role of FDI in the overall development of the Malaysian and Vietnamese furniture industry. Ratnasingam and Ioras (2003) and Ratnasingam (2006) have shown that FDI significantly improves the value-addition in the furniture industry due to their aggressive product development and marketing activities, compared to their local counterparts. Although Malaysia appears to remain an important regional furniture production hub, there is evidence to suggest that the country is losing its competitive edge to other newly emerging furniture producing nations in the region, particularly Vietnam. The attractiveness of Malaysia as a preferred destination for furniture FDI has been reduced by Vietnam, which has emerged as a stronger competitor for foreign investments within a much shorter period of time. The traditional FDI inducement factors of Malaysia, has not been able to starve off the competitive advantage of Vietnam to furniture FDIs (Ratnasingam 2008) . The results of this study reveal that the mature furniture industry in Malaysia has not been able to move along further the value-chain, and hence, remaining stagnant to compete on pricing with Vietnam. The necessary industrial transformation to produce greater added-value products for the higher market segments has not been realized primarily due to constraints related to the workforce and to a lesser extent, the uncertainty over raw materials supply (Ratnasingam 2008) . Due to the importance of FDI towards increasing valueaddition and industrial growth, policy-makers cannot rely solely on political-economy inducement factors, but will need to attract foreign investors by providing a competitive business environment. Further, contrary to common perceptions, domestic investors in the Malaysia furniture industry, who contribute a larger proportion of the total investment, have the capacity and capability to venture into the export market, and relevant policy instruments, especially with regards to value-adding activities, must be put into place to help them realize this objective. Nevertheless, policies that would enhance the design capability, innovation and creativity within the furniture manufacturing industry is of high importance, as it would serve as strong inducement for FDIs that are export-oriented. The study shows that Malaysia can no longer afford to compete with Vietnam in the commodity-type furniture segment, and in order to remain attractive to FDI, Malaysia needs to provide a stable, higher quality workforce, which will pave the way for greater added-value furniture production. The existing policy of allowing low-cost foreign-contract workers to be employed within the furniture industry needs to be reevaluated as it deters skill-retention, while at the same time, discouraging the investment into technology. Further, with the stricter environmental regulations in Malaysia, the use of foreign-contract workers appears to be a constraint on value-addition activities within the industry (Ratnasingam 2006) . It has been noted that foreign-contract workers do not adhere strictly to environmental as well as health and safety regulations, as their prime motive is increasing throughput, which will result in a higher wage earned. Inevitably, such output-driven work environment is often at the expense of value-adding activities (Ratnasingam 2006) .
On the other hand, the stable workforce in Vietnam will ensure the continuous growth of the furniture sector in the country for years to come, as attested by the rapid expansion in furniture production capacity during the study period. The stable workforce has also led to the development of a more successful industrial network in Vietnam compared to Malaysia, in terms of producing higher added-value furniture (Ratnasingam 2008) . Further, under a long-standing program sponsored by the Ministry of Trade, exporters who undertake trade promotions, trade missions, or participate in overseas exhibitions are eligible for a 50% reimbursement of costs applied to airfare and accommodations, booth rentals and other related costs. The purpose of this policy is to encourage enterprises to develop export markets for Vietnamese products. Furniture exporters can apply for this reimbursement through the Vietnam Forestry Association or through Viet-Trade, a trade promotion agency of the Ministry of Trade.
The study provides substantial evidence to support the phases of industrial development in the furniture sector. Although, the Malaysian furniture sector has had a head start compared to their Vietnamese counterpart, the role of FDI in both countries towards expanding the furniture industry has been similar. However, the apparent comparative advantages coupled with favorable trade and market conditions appear to be the determining factors in attracting furniture FDI. Therefore, in order to remain attractive to furniture FDIs, Malaysian policy makers need to implement strategies that would progressively shift the industry from its comparative advantage, to one which is based on competitive advantage based on design, creativity and innovation.
CONCLUSIONS
Foreign direct investment (FDI) has the ability to change industrial concentration and the monopolistic power of domestic firms', while the market transforms to perfect competition condition. This study shows the major changes undergone by the FDI in the Malaysian furniture industry over the past two decades. There are indications that the FDI inflow into the industry is declining, and Malaysia must aggressively implement policies that would attract higher value-added FDI. The fact that furniture is a fashion, and design and innovation makes a significant contribution towards value-addition, relevant policies that caters for such inputs to the FDI must be pursued. This implies that the Malaysian traditional FDI inducement factors no longer provide the perceived advantage to the country, when compared to Vietnam, its strongest competitor in the South East Asian region. Although Malaysia's political stability, good infrastructure and social capability are still considered attractive factors by foreign investors, the lower production cost and favorable business environment in Vietnam, appear to have off-set these advantages among foreign-investors. In the international furniture trade, especially in the commoditytype furniture market segment, cost competitiveness is the predominant success factor, and therefore, Malaysia needs to implement policies that would encourage creativity and design, in order to remain attractive to furniture FDI pursuing greater added-value furniture production. Regardless, the success of Malaysia as an important furniture production hub in the world will depend to a considerable extent on the role that FDI can play to propagate further value-added economic growth, which is also the common goal shared by Vietnam in its pursue of industrialization.
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